The U.S. tax system relies on corporations not only to pay income taxes, but also to pay and collect excise, payroll, property, and sales taxes. Most corporation tax policy and planning has focused on corporate income tax, yet it represents only 27 percent of total taxes paid and collected by corporations. This paper provides an overview of the importance of non-income corporate taxes, identifies the distinct roles corporations play in the tax system, and provides a framework for discussing the tax policy, administration, planning, and compliance issues related to non-income corporate taxes.
INTRODUCTION
T he current U.S. tax system relies heavily on corporations not only to pay income taxes, but also to pay and collect excise, payroll, property, and sales taxes. Much of the focus of corporation tax policy and planning has been on corporate income taxes. However, income taxes represent only 27 percent of total taxes paid and collected by corporations (see Figure 1 ).
The disproportionate focus on corporate income taxes is due largely to the reporting of income taxes on corporate income statements, the assumed shifting of non-income taxes, and the federal reliance on income taxes. The availability of reported income tax on corporate financial statements has resulted in numerous effective income tax rate studies (see Sansing, 1999; U.S. General Accounting Office, 1992; Sullivan, 1999) . The fact that other corporate tax payments are not combined and reported, thus "hidden," has meant that non-income taxes have not been the focus of benchmarking studies.
This paper provides an overview of the importance of nonincome corporate taxes and identifies the distinct roles that corporations play in the tax system. For example, corporations are both collectors of sales and use taxes from final consumers and payers of these taxes on their own purchases of taxable goods and services. For the sales and excise taxes that are imposed on corporation purchases, corporations are legally the taxpayers. However, depending upon the degree of shifting, the final incidence of these taxes may fall on the corporation's consumers, employees, or investors. In this Total Corporate Taxation: "Hidden," Above-the-Line, Non-Income Taxes final step, corporations are "distributors" of the taxes in determining the final tax incidence.
Many economists believe, for example, that excise and sales taxes are shifted forward to consumers and employer payroll taxes are shifted to employees through lower wages. Thus, these taxes do not receive much attention in discussions of corporate taxes. However, the compliance costs imposed on businesses as tax collectors are of significant concern and deserve greater attention from economists. As evidenced by the current debate on what constitutes taxing jurisdiction ("nexus") for the requirement to collect sales tax, the extensive effort on trying to simplify and stream line the current state and local sales taxes, and the increased focus on other countries' value-added taxes, collection of non-income taxes has significant implications for corporations' tax-related costs and tax policy.
Most of the hidden corporation taxes in the U.S. are state and local taxes. Many of these are industry-specific taxes, often on deregulating industries. Thus, these taxes are more likely to cause distortions in the geographic location of production and sales or the inter-industry competition of converging technologies and services, such as telecommunications, energy, and financial services. The efficiency effects of these corporate taxes also deserve greater attention.
This paper provides a framework for discussing the tax policy, administration, planning, and compliance issues related to non-income corporate taxes. The next section of the paper frames the issues of non-income business taxes. The third section presents data on total corporate taxes in the United States. The fourth section discusses the burden of corporate taxes. The fifth section presents the composition of income and non-income business taxes in other G-7 countries, and the final section summarizes the implications of "hidden," above-the-line corporate taxes.
ISSUES OF TOTAL CORPORATE TAXES
The tax system relies heavily on businesses for the administration of taxes. The effects of the tax system depend on the ultimate burden of the tax system, not where the statutory tax liability is placed. The burden includes not only the tax payments that reduce disposable income of households, but also the reduced efficiency in the economy (e.g., deadweight loss), as well as the compliance burden imposed on the private sector and the administrative costs of the public sector.
Corporations' Role in the Tax System
Businesses have several different roles and requirements in our voluntary payment tax system.
Businesses as Entities Subject to Tax Liability
Corporations are the statutory taxpayers for corporation income taxes, property taxes, customs, employer payroll taxes, and sales/use taxes on business inputs. The statutory liability of these taxes falls on the business entity, even though the ultimate incidence of taxes rests with people.
Businesses as Entities with Tax Collection/ Remittance Responsibility
Sales tax on final goods is an example of where businesses are responsible for collecting and remitting the tax to the gov-ernment, although the statutory tax liability rests with the consumer. If the business does not collect the tax, the business still is responsible for remitting the tax liability.
Businesses as Remittance Agents for Withholding Taxes
Businesses are required to withhold for personal income and employee payroll taxes and remit payments to government. Unlike the tax collection responsibility, if an insufficient amount of tax is withheld, the employee is responsible for paying the difference.
Businesses as Information Reporters
Tax administration also relies on information reports from businesses for interest and dividends, payments to suppliers, etc.
In all four roles, businesses bear a compliance burden from the tax system requirements and are potentially subject to penalty and interest for not submitting accurate or timely information, withholding, collection of others' taxes, or payment of their own tax liabilities. Table 1 shows the breakout of total U.S. taxes by the first three roles.
As a starting point, Table 1 presents total federal, state, and local government taxes collected from all taxpayers including businesses and individuals in 1999. The first column of Table 1 shows, by tax type, all federal, state, and local taxes collected from all taxpayers, businesses as well as households. Included are all income and non-income taxes. Of the $2.6 trillion in total taxes paid in the U.S. in 1999, one-half are income taxes and the other half are non-income taxes.
Column 2 identifies the amount of taxes that are paid, collected, or remitted by businesses from consumers or employees and remitted to tax agencies. With the exception of non-withheld personal income taxes, personal property taxes, and estate taxes, businesses are generally liable for paying the collected amounts to the appropriate unit of government. Businesses are responsible for paying, collecting or remitting 84 percent of all federal, state and local government taxes.
Column 3 presents estimates of taxes that are imposed by statute on business entities, such as property taxes, sales tax on business purchases, employer social insurance contributions, and corporate income taxes. Businesses are legally liable for these taxes. Business liabilities of $818 billion are 31 percent of total federal, state, and local taxes.
Column 4 shows the taxes for which businesses have collection and remittance responsibility. Sales and excise taxes on final consumer goods totaled $212 billion. Column 5 shows the taxes that businesses are responsible for remitting-employee withholding taxes-totaling almost $1.2 trillion.
The information in Table 1 helps to focus attention on the importance of businesses as tax collectors and taxpayers in our federal, state, and local tax systems. Given the fact that businesses either pay or collect 84 percent of total taxes in the U.S., there are significant tax-system related costs, liabilities, and collection costs, which far exceed corporate income tax liabilities. For the rest of the paper, we will focus on the non-income taxes paid or collected by corporations. Withholding and information reporting responsibilities are not included, although they result in significant uncompensated burdens that vary by industry and type of company.
Tax Payments vs. Tax Burden
Ideally, another column to Table 1 could be added to the business tax picture that would estimate the actual tax burdens imposed on businesses. In other words, what portion of tax liabilities on businesses ultimately rests on business capital-the unshifted tax burden. It is well accepted that the person or entity with the statutory tax liability or payment responsibility does not necessarily bear the ultimate incidence of a tax. Burden depends on the market conditions specific to the tax. For example:
A general sales tax typically is assumed
to be passed forward to consumers in higher prices, irrespective of whether the tax is levied on the buyer or the seller (Due, 1999 ; Minnesota Department of Revenue, 1997). 2. A general payroll tax typically is assumed to be borne by workers in the form of lower after-tax wages, irrespective of whether the tax is on the employer or the employee. 3. A specific excise tax's burden will depend on the responsiveness of both supply and demand of the taxed product or service. 4. Property taxes generally are believed to fall on all capital owners, rather than just the taxed property owners. Differences in property tax rates across taxing jurisdictions result in property owners in high tax jurisdictions bearing the above-average portion of the tax rather than it shifting to all capital owners (Zodrow, 1999) . 5. Corporate income taxes are recognized as a tax on only one type of capital, the return to corporate equity, which is likely to be shifted to other types of capital in the form of lower rates of return to capital, generally. The debate continues about the effect of the federal corporate income tax on savings and international trade, which could result in some shift of the corporate income tax to labor (Zodrow, 1999; . At the state level, McLure has argued that state apportionment formula turns the state corporate income tax into equivalent property, payroll, and sales taxes (McLure, 1984) .
Benchmarking Taxes
Given the uncertainty and complexity related to tax incidence analysis, we have not tried to estimate final business tax burdens in this paper. However, the question still remains: How can the burden of total corporate taxes be determined and in what context? Currently, most of the discussion focuses on effective income tax rates of corporations (income tax liabilities divided by income), since that is readily presented in companies' financial statements and can be calculated through the National Income and Product Accounts (Sullivan, 1999) . Our point is that if even a small percentage of non-income corporate taxes are borne by corporate owners, it could have an impact as large as that of corporate income taxes. Unfortunately, the incidence of corporate taxes is not sufficiently developed to estimate with reliability the burden of corporate income taxes, let alone other corporate taxes.
Understanding the size and composition of non-income business taxes is an important first step in developing a more comprehensive business tax burden analysis. As the next section demonstrates, the large "hidden" corporate taxes are almost three times as large as the more visible corporate income tax. To emphasize this point, we compare total corporate taxes (income and non-income) using the common benchmark of pre-tax corporate income. It may be appropriate for certain types of analyses to measure total corporate taxes or their burden relative to value-added of the corporation, similar to measures of total taxes relative to a country's or state's gross domestic product. In other cases, it may be appropriate to measure certain corporate taxes relative to total sales or to specific factor returns, such as compensation or profit.
TOTAL CORPORATE TAXES PAID
We estimate that in 1999 corporations paid $844.5 billion in total U.S. taxes. (Table 2 ) Income taxes totaled $230.5 billion compared to $614.0 billion in non-income taxes. These other taxes include sales taxes, excise taxes, property taxes, employment taxes, and customs duties. Income taxes accounted for only 27.3 percent of total corporate taxes. These taxes do not include withholding taxes for personal income or employees' share of social security.
Overall corporate taxes were 117.5 percent of the $718.8 before-tax corporate profits. 1999 was a strong year for corporate profits and corporate income taxes. During the economic downturn in the early 1990s, total corporate taxes exceeded 150 percent of before-tax corporate profits. This occurred because nonincome taxes are relatively stable across macro-economic conditions, while both income taxes and before-tax corporate profits decline in an economic downturn. Table 3 shows the composition of U.S. corporate taxes paid. "Indirect business taxes," a term of the National Income and Product Accounts, are the largest group of corporate taxes at $387 billion in 1999. Indirect business taxes include specific excise taxes (e.g., gasoline, alcohol, tobacco, air transport, public utilities, insurance, and others), general sales taxes, property taxes, customs duties, severance taxes, and others. General sales taxes have increased over time, as specific excise taxes have declined in relative importance, since many of the specific excise taxes are levied per unit, rather than as a percentage of the product's price.
Most of these indirect business taxes are hidden in corporations' annual statements. Property taxes are generally reported in the taxes paid line along with employment taxes, but the other taxes are buried in the cost of goods sold, depreciation, compensation, and other expenses lines.
It is interesting to note that state and local taxes account for 84 percent of corporate indirect business taxes. At the state level, non-income taxes exceed income taxes by nine times. Table 4 shows total corporate taxes by type of tax, and an estimate of the amount paid that is the liability of the corporate versus the amount collected and remitted by corporations for the liabilities of others. The biggest difference is the general sales tax, where we estimate that 65 percent is tax on final consumer goods and 35 percent is taxes on business inputs (Ring, 1999) . We have allocated excise taxes based on household and corporate purchases of taxed products. The estimated liability of corporations is $679.3 billion in 1999, or 80 percent of total corporate taxes paid.
THE BURDEN OF CORPORATE TAXES
In the second section, we discussed the distinction between taxes that are a liability of the corporation and taxes that are a liability of a consumer but for whom the corporation collects the tax. Public finance textbooks say that distinction doesn't matter for the ultimate incidence of the tax. Thus, instead of ignoring taxes that corporations collect for others, public finance specialists should examine them as closely as taxes that are the statutory liability of the corporation.
Textbook discussions of incidence generally approach excise, sales, property, payroll, and value-added taxes as general taxes that apply uniformly to the taxed items. For pedagogical purposes, those simplifying assumptions are useful, but our tax system is much more complex. Something as simple as insurance premium taxes has tremendous complexity in the definition of the tax base, in lieu of clauses, retaliatory taxation, and special rate reductions and credits (Neubig and Jaggi, 1998) . Telecommunication excise taxes vary across different types of telecommunication services and types of providers. Thus, many "general" taxes need to be evaluated similar to specific excise taxes with their incidence depending on the elasticities of supply and demand for the taxable items.
For example, in the "general" sales tax area, the debate over the state jurisdiction to tax ("nexus") in the remote sales area involves both potential differential taxation and compliance costs. As noted in Cline and Neubig (1999) , items that are taxable in the Main Street stores are also subject to tax under the sales or use tax when purchased over the Internet. The problem is not taxability, but differential compliance and enforcement. Main Street Similarly, in industries experiencing fast technology change and deregulation, sales taxes and excise taxes that are industryspecific can favor one part of the industry compared to another. In the telecommunications industry, the convergence of local "wireline" regulated telephone service, with wireless, cable, and satellite services, can result in differential taxation of competing services. Although the excise tax on local wireline may have been able to be passed forward to consumers in the past, increased competition from non-taxed services may result in a reduced market share that impacts on the after-tax rate of return to investors and employees of the taxed segment of the industry. In addition to the tax liability, the compliance burden of collecting the excise or sales tax increases the effective tax burden on the taxed segment relative to the untaxed segment. The compliance burden of collecting sales and excise taxes should not be minimized. Compliance burdens can often be a significant percentage of the tax actually collected for retailers and other final goods providers. Several recent studies show that state sales tax collection can be a significant cost (Cline and Neubig, 2000) . It is not just the software to apply different tax rates in multiple jurisdictions, but also the uncertainty of the tax base, the changes in the tax rules, the integration of the tax collection into the business operations, and the audit and litigation risk borne by the company. If sales or excise tax is not collected properly, the corporate tax collector is likely to have to pay the tax when the error is found years later, since it is impossible to collect the extra tax from the consumer after the sale. In many cases, the extra tax could be more than the sale's profit margin.
The property tax literature suggests that part of the tax burden is borne by property owners that are more heavily taxed than the average property tax rate (Zodrow and Mieszkowski, 1986) . Similarly, compliance burden with the sales tax may be borne by retailers that have higher than average compliance burdens. Thus, compliance burdens are likely to fall principally on smaller and mid-size retailers that don't have the automated systems and volume to reduce compliance costs below average. Clearly, compliance costs could be borne fully by the tax administration agency through change in design of the tax and/or reimbursement of the costs of the tax collecting entity.
Thus, corporations and economists should not automatically assume that "general" taxes are fully shifted forward to consumers or backward to employees. A portion of the total tax system cost may fall on the owners of particular industries or companies, which may reduce profitability of the specific company directly or through lower market share. Thus, comparison of the total corporate taxes paid to profitability provides a potential starting point for a fuller examination of the "effective tax burden relative to profitability." No study that we are aware of has examined the relationship of above-theline taxes to pre-tax corporate profitability to test whether higher hidden non-income taxes reduce measured profitability.
"HIDDEN" CORPORATE TAXES IN OTHER COUNTRIES
The United States relies less heavily on non-income business taxes than most of our major trading partners. In particular, value added taxes (VAT) are a major tax paid by businesses in other countries. Other countries also rely heavily on employer payroll taxes to fund social insurance programs. Table 5 shows the relationship of general consumption taxes, specific excise taxes, and employer social security taxes relative to corporate income taxes across the G-7 countries. These three indirect business taxes are three times corporate income taxes in the U.S., Canada, and Japan, four times in the U.K., seven times in Italy, nine times in France, and 11 times in Germany.
Value added taxes, while the most general of consumption taxes, also have exemptions, exclusions, and different rates, which could result in some of the tax burden falling on particular companies and industries more heavily than others. For example, most VAT systems exempt or zero-rate agriculture and exempt financial services. Exemption from VAT for providers of intermediate goods and services results in the final tax liability resting on that good or service. Financial service providers pay VAT on their purchased business inputs without offsetting credits (Ernst & Young, 1998) .
Depending on the timing of tax collections, the compliance burden may be offset partially by positive cash flow (an interest free loan from the taxpayer and/or the government). For example, retailers generally have the use of money between the time they receive the tax from the customer and the time they remit the tax to the government. Under a VAT, manufacturing and wholesale companies may have to remit VAT to the government based on the date of the invoice but not be paid for the goods or the VAT for 60 days. This negative cash flow for certain industries is a potential additional burden.
IMPLICATIONS OF NON-INCOME CORPORATE TAXES
Hidden, above-the-line taxes merit increased focus from corporations that are looking to reduce costs and increase profitability. A dollar saved on sales tax on business inputs, property taxes, or compliance costs, to the extent not fully shifted to consumers or employees, would increase both before-tax and after-tax profits, at least in the short run. Reducing nonincome business taxes through increased planning is therefore likely to increase the return to equity capital similar to a reduction in corporate income taxes from increased planning.
This paper presents the significant size and composition of non-income business taxes. Although many of these are likely to be passed through largely to consumers in higher prices or employees in the form of lower wages, a portion of the total non-income business taxes could reduce market share or reduce profitability for certain companies and industries. Given the current state of tax incidence knowledge, assuming non-income business taxes have zero effect on companies' after-tax rate of return to equity would appear to be a strong assumption.
Non-income business taxes are costs of doing business and should be minimized similar to other business expenses. Many times these taxes, particularly sales taxes on business inputs, are the responsibility of the operating units of the company rather than the tax department. Companies that treat these taxes as unchangeable from a policy or tax planning perspective may miss opportunities to reduce them through more careful attention to the details of the tax rules and administration, outsourcing, or policy changes. For example, property taxes were reduced by 50 percent for the telecommunications indus- try in Mississippi and Alabama last year through a change in tax policy (Ernst & Young, 2000) . Non-business income taxes raise a number of difficult policy issues in the new economy (Neubig and Poddar, 2000) . The growth of intangible capital is placing pressure on both income and property tax systems. The digitization of goods and the growth of services shrinks the traditional sales and use tax base. VAT systems are struggling with the treatment of digitized goods and the jurisdiction to tax in an electronically connected world. The complexity of the sales tax and the commensurate compliance burden is finally being addressed by a multi-jurisdictional effort to simplify and streamline the sales tax. A goal of "zero-compliance burden" on the private sector is forcing state and local governments to rethink the approach to administering and legislating sales tax (State Tax Notes, 1999) .
Income taxation remains an important source of revenue for national, state, and international governments. However, the magnitude and composition of non-income taxes merit greater focus for legitimate tax minimization by corporations and greater policy and tax administration attention by government policymakers.
